The major objective of this study is to examine the relationship between working capital management and firm's profitability. Using a dataset of all Indonesian firms over the period 1998-2010, results 
INTRODUCTION
n the midst of the current global financial crisis, where several collapses of giant firms took place, such as General Motors, Lehman Brothers, and Kodak, executives are trying to determine the major determinants of this financial turmoil. There are, though, both external (less controllable) and internal (more controllable) factors to be taken into consideration. Regarding the latter, researchers and practitioners brought to the forefront of the international capital markets research the importance of management of organizational resources and especially working capital management. Working capital is described as the capital available to meet the day-to-day operations and, depending on the industry, it could be a relatively high percentage of the total assets of the organization. Efficient utilization of firm's resources, as it relates to working capital management, means that executives should find effective and efficient ways to deal with the cash available for the day-to-day operations in order to achieve the optimum impact. On the one hand, excessive working capital will limit the firm's cash and, on the other hand, an inadequate level of working capital will lead to reduced profits since a number of clients will switch to a competitor. Indeed, executives have been emphasizing the efficient utilization of a firm's resources since there is a belief that it has an effect on the firm's financial performance; however, there has been little empirical evidence on this specific issue (Ricci and N. DiVito, 1998; Garcia-Teruel and Martinez Sonano, 2007; Hill et al., 2010; Charitou et al, 2010) .
In this study, we empirically investigate the effect of working capital management on a firm's financial performance in an emerging market. We hypothesize that working capital management leads to improved financial performance and especially to increased profitability. Our data set consists of all firms listed on the Indonesian stock exchange over the 13-year period 1998-2010. Using multivariate regression analysis, our results indicate that the Cash Conversion Cycle and Net Trade Cycle are associated with the firm's profitability.
LITERATURE REVIEW AND MOTIVATION FOR THE STUDY
Thus far, various researchers examined the effect of working capital management to the company's profitability with mixed and inconclusive results. Shin and Soenen (1998) analyzed the relationship between Net Trade Cycle and company profitability over the period 1975-1995. Results showed that there is a strong negative relationship between the amounts of the firm's working capital with company profitability, leading to the conclusion that high levels of working capital are detrimental to the firm's profitability. This finding was also supported by Deloof (2003) for large Belgian non-financial firms. Deloof's results also suggest that reduction in the number of days in accounts receivable and days in inventory leads to increases in the firm's profitability. Beaumont, Smith and Begemann (1997), using Cash Conversion Cycle as a proxy for working capital management, found that current liabilities divided by funds flow have a great relationship with return on investment. Moreover, Lazaridis and Tryfonidis (2006) , using a dataset of firms listed in the Athens Stock Exchange, showed that managers could create value for shareholders by correctly handling the Cash Conversion Cycle and by keeping each different component to an optimum level. In an emerging European market, Charitou et.al (2010), using a dataset of firms listed in the Cyprus Stock Exchange, showed that there is negative association between the firm's profitability and days in inventory, Cash Conversion Cycle, days sales outstanding, and creditor payment period. These researchers suggested that efficient utilization of the firm's resources leads to increased profitability and to the reduction of the firm's volatility of profits. This efficiency, according to these authors, is expected to lead to the reduction in default risk and to the improvement of the firm's value.
As it can be seen from the aforementioned empirical evidence, there are inconclusive and inconsistent results with regard to the role of working capital management on a firm's financial performance. There also exist differences in the measurement of the working capital management. Some researchers used Net Trade Cycle (Shin and Soenen, 1998 We extend prior studies in the following respects.
1.
First, we examine both the cash operating cycle as well as Net Trade Cycle.
2.
Second, we use a relatively large time period to investigate this issue -a 13-year period.
3.
Third, we extend prior research by examining an emerging Asian country; namely, Indonesia.
4.
Fourth, we perform an industry analysis as well as alayze the largest industries in Indonesia -Food and Beverages, Tobacco, Consumer Goods, Retail and Wholesale, and Apparel and Others.
To the best of our knowledge, no one has examined this issue using data from Indonesia or other emerging Asian countries. It is important to examine this issue for Indonesia since their stock exchange is considered one of the most successful in Asia. The relatively good performance of that index may be driven by the good working capital management of the listed firms, among other factors, thus attracting more investors. The results of this study may lead executives to pay more attention to working capital management and subsequently lead to the shareholders' value creation. We expect that if executives of Indonesian firms pay more attention to the efficient utilization of resources -working capital management -these firms may have a stronger and smoother stream of earnings which may lead to value creation and, at the same time, to smoother changes in stock prices, thus mitigating the large volatility in stock prices.
RESEARCH METHODOLOGY Dataset
Our dataset consists of all firms listed in the Indonesian Stock Exchange over the period 1998-2010. The financial statements used for this study were retrieved from ECFIN Summary Report and Indonesia Stock Exchange. ECFIN is a research, publishing, and consulting institution in the field of economics and finance since 1989. Every year, ECFIN publishes a summary of financial statements in cooperation with Indonesia Stock Exchange. We used firms from the following industrial sectors: Food and Beverages, Tobacco, Consumer Goods, Retail and Wholesale, and Apparel and Others. The reasons why this research focuses on these sub-sectors are:
First, these sub-sectors are considered to be the biggest in Indonesia. For example, in 2010 Indonesia received income from cigarette tax -Rp 55.9 trillion (equal to US$ 6.536 billion, 1 US$ = Rp 8.552) 1 . 2.
Second, Pawley (2006) mentioned that focusing on industrial firms is of great importance where a relatively large investment in working capital is typically required in order to support the activities of a firm.
The selection of these industrial sectors is also consistent with Erasmus (2010), who examined the same industrial sector for the Johannesburg Securities Exchange during the period 1989-2007.
Empirical Models
In order to test the relationship between a firm's profitability and working capital management, we use the following regression models for each variable measured on an annual basis: 
Measurement of Variables
The dependent variable used to quantify profitability in this study is the Return on Assets (ROA), calculated as the operating profit before taxes divided by total assets. Return on Assets is a profitability ratio which shows the effectiveness of the company to manage its assets in order to generate revenue. In this article, Return on Assets (ROA) is defined as follows: Table 1 presents descriptive statistics for all firms (total of 718 firm-year observations) over the 13-year period 1998-2010. Results show that the average of a firm's total assets is US $212.802 million with the total net sales US $283.791 million. Average trade receivables are US $18.452 million (8.67% of the total assets) and average inventory is US $59.104 million (27.77% of the total assets). Results also show that the ROA for Indonesian firms is 6.4%. This figure is less than the average ROA of the listed firms in South Africa ), but it is slightly higher than the average ROA of the firms listed in the Cyprus Stock Exchange (Charitou et.al., 2010) . In order to test the relationship between profitability and working capital management, we run multiple regression analyses for our Models 1 and 2. In both models, we use Return on Assets (ROA) as a dependent variable. In Model 1, we used Cash Conversion Cycle and three additional variables -firm's size, riskiness as measured by the debt ratio, and firm's growth -as independent variables. In Model 2, we use Net Trade Cycle instead of using Cash Conversion Cycle and the rest of the variables are the same. Results for Models 1 and 2 are presented in Panels A and B in Table 3 Table 1 , we also observe that the average stockholding period/inventory collection period is relatively high compared to the average receivable collection period and average payable collection period. Results also show that the debt ratio has an inverse relationship with the firm's profitability. These results indicate that higher riskiness is an impediment to the firm's profitability. This is due to the fact that higher debt levels increase interest expense as well as the probability of default. As far as the Net Trade Cycle is concerned, results in Panel B of Table 3 show that there is a positive association between Net Trade Cycle and Return on Assets. Results regarding firm size and the debt ratio remain the same as those presented in Panel A of Table 3 . This model is also significant, as indicated by the F-statistics and the R 2 (0.254). [1998] [1999] [2000] [2001] [2002] [2003] [2004] [2005] [2006] [2007] [2008] [2009] [2010] . Definition of variables: ROA = yearly Return on Assets for every company; CCC = Cash Conversion Cycle for every company; SIZE = size of the firm which is represented by natural logarithm of total assets, calculated yearly; SG = sales growth for every firm; CR = current ratio for every firm; DR = debt ratio for every firm; e = error Term. *, **, ***: statistically significant at 1%, 5%, and 10%, respectively. 
CONCLUSIONS
The on-going global financial crisis brought to the forefront (of the international capital markets research) the efficient utilization of firms' resources since there is evidence that better utilization of firms' resources leads to shareholder value creation. Our dataset consists of 728 firm-year observations of firms listed in the Indonesian Stock Exchange over the period 1998-2010 for the following industries: Food and Beverages, Tobacco, Consumer Goods, Wholesales, and Apparel and Others. Using multivariate regression analysis, our results indicate the following:
1.
There exists a positive association between working capital management and a firm's profitability.
2.
There exists an inverse relationship between a firm's riskiness and profitability. http://www.cluteinstitute.com/ © 2012 The Clute Institute Implications from the above results are:
1. First, firms should pay attention to working capital management. It seems that taking advantage of credit terms to the suppliers is valued positively by the market. Moreover, especially during turbulent times, firms should be able to handle, in the best possible way, both their inventories and receivables. 2.
Firms need to maintain inventories at certain levels in order to satisfy clients and thus avoid losing them. 3.
As far as credit terms with clients is concerned, firms should be competitive in the sense that they have to provide such credit terms in order to keep their clients and attract new ones as well.
In the on-going global economic crisis, the results of this study should be of great interest to executives and major stakeholders since efficient utilization of a firm's working capital leads to increased profitability and thus to value creation. 
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